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Abstract

While many employers have cut back their health i1nsurance
benefits In response to rising costs, a sizable share of
employers continue to pay 100 percent of premiums. Using
the 1997-2003 Medical Expenditure Panel Survey (MEPS) -
Insurance Component, we examine what share of the market
these employers represent and the characteristics that
distinguish them from other employers. We found that most
of the establishments that paid 100 percent of premiums
were young, small, single-units, with a relatively high
paid workforce. Fully paid plans generally required
referrals to see specialists, did not cover pre-existing
conditions or outpatient prescriptions, and had no maximum

limit set for annual out-of-pocket expenses.
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INTRODUCTION

The rise 1n medical care costs iIn the United States
over the past decade has been accompanied by an iIncrease in
health insurance premiums.? Higher insurance costs create
budgetary concerns for employers, since health iInsurance
benefits represent such a large component of employee
compensation. Employers are the major source of health
insurance in this country, and they often try to pass some
of the increased Insurance costs on to employees through
higher copayments, coinsurance, and deductibles? and/or
higher employee contributions for health insurance
premiums.® A series of articles by Jon Gabel and
colleagues* have monitored trends in the employment-based
health insurance market. Overall, they found as premiums
continued to rise from 2001 to 2005, many firms cut back
the generosity of their health insurance offerings,
including the amount they contributed to premiums for their
employees.

Employer contribution levels for health Insurance vary
across firms, and tight labor markets, unionization, and
political pressures have often influenced the share of
premiums paid by employers and employees.® The exclusion

of employer paid health insurance from employee taxable



income is another factor that influences employer
contributions to health insurance premiums.®

However, despite concerns about increasing health
insurance premiums, some employers continued to pay 100% of
the premium cost for employees. In 2003, 44 percent of
private sector establishments offering health iInsurance
paid 100% for at least one single policy, while 25 percent
paid 100% for family policies. And, the percent of
employees iIn establishments offering insurance that paid
the full cost of health insurance premiums for single
coverage still stood at 28 percent in 2003, although it was
down from 35 percent in 1997. The percent of employees
with fully paid family coverage decreased from 17 percent
in 1997 to 14 percent in 2003.°

This paper will examine those establishments that
continued to pay 100 percent of health iInsurance premiums
for their employees, despite increased medical care and
insurance costs. Research has shown that workers are more
sensitive to out-of-pocket than total health insurance
premiums,® so that 100 percent payment by employers would be
particularly valued. While employee contributions on
average are rising® and although economists debate the share
of employer paid premiums that are ultimately shifted back

to workers in the form of reduced wages, the goal of this



analysis is to identify the characteristics of those
establishments that paid 100 percent of health insurance

premiums and the policies they offered.

DATA AND METHODS

The Medical Expenditure Panel Survey (MEPS) Insurance
Component (IC) has been surveying employers annually on
their health coverage since 1996. It is sponsored by the
Agency for Healthcare Research and Quality and i1s conducted
by the U.S. Census Bureau. The MEPS-IC includes both
state and local government units and the private sector.
Only data for private establishments is used in this
analysis.

Because the unit of analysis In the MEPS — IC is the
establishment (a particular workplace or location), the
analysis 1n this paper i1s establishment-based. Surveying
establishments versus firms (which may have multiple
establishments) provides better estimates of health
coverage because benefits can vary within firm by location
because of differing state laws that regulate health
insurance.'® Between 25,000 and 35,000 establishments are
surveyed each year. The estimates are weighted to be

nationally representative.!-!?



The information collected in the MEPS-IC on
establishments i1s relatively rich. Data i1s provided on
employer characteristics, including measures for
establishment size, establishment ownership type, industry,
location, and the age of the firm. Information on the
percent of the workforce that is female, over the age of
50, unionized, working part-time, and earning
low/medium/high wages is also included. Each establishment
or reporting unit in the MEPS — IC provides information
about the health insurance plans they offer. The MEPS — IC
collects data on premiums for single and family coverage,
contributions by employers and employees, provider type,
plan enrollment, deductibles, copayments, and
indemnification.'®

Our analysis distinguishes between employer
contributions to self-only coverage (for the employee)
versus coverage that includes others (which we term here
family).? We also distinguish between coverage involving
the offer of only a single plan versus multiple plans.
Since the number of plans offered is likely correlated with
different employer characteristics (e.g., number of
employees), we separate establishments into those offering

one or more than one plan to control for these differences.



Tests of statistical significance accounted for the
survey design of the MEPS — IC. All differences discussed
in this article were statistically significant at the .05

level.

RESULTS

What Share of Establishments Pay 100 Percent of Premiums?
As Exhibit 1 shows, establishments were significantly more
likely to pay 100 percent for single coverage than for
family coverage. We also see that the percent of
establishments paying the full cost declined slightly from
1997 to 2003. Similar to findings for establishments, a
significantly higher percentage of workers in all years
(1997 through 2003) had premiums fully paid by employers

for single coverage than for family coverage.

What are the Characteristics of These Establishments?
Looking at the characteristics of the workforce in
establishments paying the full premium cost of health
insurance for their employees (Exhibit 2), we see that
establishments with 50 percent or more of their workforce
earning a low wage® were significantly less likely to pay
100 percent for at least one plan than establishments with

a higher paid workforce. Establishments with a higher



percentage of part-time workers were also less likely to
pay 100 percent. Finally, most establishments that were
unionized!® were more likely to pay 100 percent of the
premiums than establishments that were not.

Exhibit 3 shows that larger establishments were more
likely to offer insurance.!’” Establishments with less than
ten employees, however, were more likely to pay the full
premium cost when they offered only one plan than
establishments with more than 1000 employees. This was
true for both single and family coverage. We found that
single-unit establishments were also more likely to pay 100
percent than multi-unit establishments.!® The percent of
establishments that paid 100 percent by establishment
characteristics for 2003 is shown in Exhibit 2.
Establishments that are part of firms operating for less
than 5 years were significantly more likely to pay 100
percent for single or family coverage for at least one plan
than establishments in firms operating for more than 20
years, when the establishment offers more than one plan.

We also found that nonprofit establishments were more
likely than for-profit establishments to pay 100 percent of
the premium cost for at least one plan.

Establishments in the agriculture/fishing/forestry and

construction industries were less likely to offer insurance



than those in other industries.'® Most establishments in
these i1ndustries, however, were more likely to pay 100
percent when they did offer insurance and more than one
health plan.?® Establishments in the retail industry
offering one health plan were the least likely to pay 100
percent of the premium cost for single coverage. In
contrast, no one or two industries was seen as being
significantly less likely to pay 100 percent among
establishments offering family coverage and establishments
offering more than one plan.

The percent of establishments that paid 100 percent of
health iInsurance premiums also varied by location.
Establishments in the south were less likely than those in
other regions to have paid 100 percent for family coverage,
whether the establishment offered one plan or more than one
plan. Establishments in the west that offered one plan
with single coverage were significantly more likely to pay
100 percent than establishments in other regions.
Establishments located in the northeast, which offered only
one plan, were significantly more likely to pay 100 percent
for family coverage than those in the rest of the U.S.

Because many of the establishment characteristics
examined iIn the descriptive analysis are highly correlated,

we estimated a logistic regression model to estimate the



independent effects of those characteristics on the
probability that an establishment paid 100 percent of
health Insurance premiums for its employees. As can be
seen in Exhibit 4, many of the characteristics that were
important in describing which establishments offered fully
paid insurance remain important in the multivariate
analysis. In particular, firm size less than ten was
associated with a 23 percent higher probability that an
establishment offered fully paid health insurance for
single coverage. Further, the regression results show that
the effect of unionization is much stronger when other
characteristics are held constant; for both single and
family plans, unionized establishments were nearly 25
percent more likely to pay the full cost of premiums for

their employees.

Is There a Relationship Between Paying 100 Percent of
Premiums and the Characteristics of Plans Offered?

Exhibit 5 shows provider type?' by employer
contributions for single coverage In 2003. The findings
are very similar for family coverage. The majority of
plans offered at establishments providing health iInsurance
had a mixed provider type arrangement. However, fully paid

plans were more likely to have exclusive provider or any
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provider arrangements than plans that were not paid 100
percent.

Exhibit 5 shows health plan characteristics by
employer contributions for 2003. These characteristics
include the plan’s provider type arrangement, premiums,
self-insured indemnification, whether referrals were
required, coverage for pre-existing conditions, coverage
for outpatient prescriptions, and out-of-pocket expenses.
We found that plans from establishments offering only one
plan and paid 100 percent were more likely to have premiums
in the highest premium group.??> Plans from establishments
that offered more than one plan and that were paid 100
percent were more likely to have premiums in the lowest
premium group. These findings are true for both single and
family coverage.

Exhibit 5 also shows that plans that were fully paid
by employers were less likely to be self-insured. In
addition, plans that were paid 100 percent by the employer
were more likely to require referrals to see a specialist
than plans that were not fully paid. Plans from
establishments offering one plan and that were paid 100
percent were less likely to cover pre-existing conditions®
than plans requiring employee contributions towards

premiums. Plans with either single or family coverage that
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were paid 100 percent at establishments offering only one
plan were less likely to cover outpatient prescriptions
than other plans. Most plans paid 100 percent were more
likely to have no annual out-of-pocket maximum than plans

not paid 100 percent. 2

DISCUSSI10N/SUMMARY

Today’s headlines reflect concerns over rising health
care costs, employers” struggles to contain the cost of
health insurance premiums, and the number of working
Americans without health insurance. Despite these concerns
many employers continued to pay the full cost of health
insurance for their employees from 1997 to 2003.

We found that the provision of employer-sponsored
health Insurance at no cost to employees varied according
to specific workforce, organizational, and plan
characteristics. Most of these establishments that paid
100 percent of premium costs for their employees were
young, small, single-units, with a higher paid workforce,
although large enterprises with strong unions also often
paid 100 percent of health insurance premiums (as we have
seen with recent labor negotiations, in the auto industry

and the NYC transit workers strike for example).®
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Across plans at all establishments offering one or
more plan, those that were fully paid were more likely than
plans not fully paid by employers to have a fee-for-service
or exclusive provider arrangement and were less likely to
be self-insured. Fully paid plans from establishments
offering one plan were more likely to have premiums iIn the
highest category, while fully paid plans from
establishments offering more than one plan were more likely
to have premiums In the lowest group. Plans that were
fully paid by employers tended to be less generous in terms
of benefits. Plans that were paid 100 percent by employers
generally required referrals to see specialists, did not
cover pre-existing conditions or outpatient prescriptions,
and had no maximum limit set for annual out-of-pocket
expenses.

Finding that small establishments were more likely to
pay 100 percent of premium costs for at least one health
plan and that fully paid plans from establishments offering
one plan were more likely to have the highest premium costs
may relate to insurers’ and employers” worries regarding
adverse selection. Insurers charge higher premiums for
plans with a low percentage of the workforce enrolled,
because they are concerned that only the sickest employees

with the highest health care costs are participating in the
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plan.?® Small establishments, therefore, may encourage
enrollment by fully contributing towards the cost of the
plan in order to lower premium costs. Paying the full cost
of an employee’”s Insurance premiums provides an incentive
to participate in the firm’s health insurance plan.
Researchers have shown that employee cost sharing affects
enrollment in health plans.?’” Further, small establishments
might not have a choice because some insurers require that
all workers be covered as a condition of offering Insurance
at all.?® Some state laws relating to the sale of small
employer health insurance policies allow Insurers to
establish employer contribution rules in order to meet
minimum participation requirements.?°

We have seen that the percent of establishments that
paid the full cost of health iInsurance premiums for
employees declined slightly between 1997 and 2003. As
health care costs i1nevitably rise in the future, i1t will be
interesting to see if this behavior continues. In future
research, we also will be pursuing the issue of what is
happening to the characteristics of fully paid health
insurance plans and the impact of state laws regulating the
market for small employer health insurance. We will
continue to monitor the benefits to employees and see

whether health insurance is becoming more costly iIn terms
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of higher copayments, coinsurance, and deductibles when

employers pay 100 percent of the premium cost.
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Percent of Establishments

Exhibit 1. Percent of Establishments Offering Insurance that Pay 100% of Premium for
at Least One Plan
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B % of Establishments Offering Single Coverage & 1 Plan that Pay 100%
O% of Establishments Offering Family Coverage & 1 Plan that Pay 100%
O% of Establishments Offering Single Coverage & >1 Plan that Pay 100% for at Least 1 Plan

B % of Establishments Offering Family Coverage & >1 Plan that Pay 100% for at Least 1 Plan

Source: Medical Expenditure Panel Survey - Insurance Component (List Sample), sponsored by the
Agency for Healthcare Research and Quality.
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Exhibit 2. Percent of Establishments that Pay 100 Percent by

Establishment Characteristics (2003)

% of
% of % of % of Estabs Estabs
Estabs Estabs Offering >1 | Offering >1
Offering 1 | Offering 1 | Plan that Pay | Plan that
Plan that Plan that 100% for Pay 100%
Pay 100% | Pay 100% Single for Family
for Single for Family | Coverage for | Coverage
Coverage Coverage atLeast1 | for at Least
Plan 1 Plan
TOTAL 51 35 28 16
Age of firm
< 5years 57 40 49 34
5-9 years 58 42 46 30
10-20 years 56 41 44 26
> 20 years 52 34 31 18
Non-profit status
Non-profit 58 33 45 22
For profit 51 35 27 16
Low wage earners
> 50% of workers 45 32 26 13
< 50% of workers 56 39 38 23
Part-time workers
> 50% of workers 46 33 20 10
< 50% of workers 52 35 30 18
Union
> 25% of workers 57 54 58 55
<25% of workers 52 35 27 14

Source: Medical Expenditure Panel Survey-Insurance Component (List Sample),
sponsored by the Agency for Healthcare Research and Quality.
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Percent of Establishments

Exhibit 3. Percent of Establishments that Pay 100% for Single Coverage by Size (2003)
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B % of Estabs Offering Health Insurance with Single Coverage
O% of Estabs Offering 1 Plan that Pay 100% for Single Coverage
B % of Estabs Offering >1 Plan that Pay 100% for Single Coverage for at Least 1 Plan

Source: Medical Expenditure Panel Survey-Insurance Component (List Sample), sponsored by the
Agency for Healthcare Research and Quality.
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Exhibit 4. Probability that an Establishment Pays 100 Percent in 2003

Marginal Effects
Single Family

Establishment
characteristics
Single unit 0.070 *** 0.077 ***
Firm size

<10 0.204 *** 0.153 ***

10-24 0.061 *** 0.042 ***

25-99 0.030 *** 0.013 ***

100-999 0.015 *** 0.001
Nonprofit 0.081 *** 0.016
Offer >1 plan 0.021 0.027
Workforce characteristics
>= 50% Low wage 0.008 0.041 **
>= 50% Part-time -0.011 -0.007
>= 25% Unionized 0.233 *** 0.267 ***

**  Significant at the 0.01 level
*** Significant at the 0.001 level

Source: Medical Expenditure Panel Survey-Insurance Component (List Sample),
sponsored by the Agency for Healthcare Research and Quality.
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Exhibit 5. Health Plan Characteristics by Employer Contributions (2003)

One Plan

More Than One Plan

Single Coverage

Family Coverage

Single Coverage

Family Coverage

Employer | Employer | Employer | Employer | Employer | Employer | Employer | Employer
Paying Not Paying Not Paying Not Paying Not
100% Paying 100% Paying 100% Paying 100% Paying
100% 100% 100% 100%
Percent of Plans
Provider Type
Exclusive 32 26 30 25 36 31 34 32
Any 15 10 16 9 12 9 12 9
Mix 54 65 54 66 52 60 54 59
Premiums
Low 29 30 36 36 34 28 40 30
Medium 28 35 25 29 34 44 26 35
High 43 35 40 36 32 28 34 34
Self-insured 13 29 14 27 24 58 26 55
Referral not required 51 58 52 58 51 61 52 60
Cover pre-existing 53 57 52 58 67 67 67 68
conditions
Cover outpatient Rx 89 94 89 95 93 96 92 96
Maximum out-of-pocket
expenses
Low 31 32 33 29 31 29 22 22
Medium 32 35 29 34 35 39 42 41
High 37 33 37 37 34 32 36 37
No annual maximum 35 30 36 29 35 31 34 33

Source: Medical Expenditure Panel Survey-Insurance Component (List Sample), sponsored by the Agency for
Healthcare Research and Quality.
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http://www.dmhc.ca.gov/library/statutes/knox-keene/html/__1357_03_marketing_of_plans_to_small_employers_participation.htm
http://www.dmhc.ca.gov/library/statutes/knox-keene/html/__1357_03_marketing_of_plans_to_small_employers_participation.htm
http://oci.wi.gov/sm_emp/h_reqsmemp.htm
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